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Member Bank Income, 1961
The main points reflected in member
bank statements of income and dividends
for the year 1961 are:
• Net income was a little above the com-
paratively high level of 1960.
• Net earnings on current operations de-
clined, as current expenses rose more than
operating revenues.
• Gains from nonoperating transactions
in securities—the result of larger profits on
sales as well as smaller losses and charge-offs
—more than offset the decline in net current
earnings.
• Holdings of loans and securities in-
creased, and revenues from these sources ex-
panded despite a general decline in their
average yields.
• Larger interest payments on savings
and time deposits were responsible for most
of the increase in total operating expenses.
These deposits rose sharply during the year,
and the average rate of interest paid on them
also rose.
• Member banks increased their divi-
dend payments in order to maintain the rate
of return on their capital at the level of pre-
vious years.
• Retained earnings continued to ac-
count for most of the increase in their total
capital accounts.
• As a result of the increase in capital
accounts, the ratio of net income to capital
declined to 9.6 per cent from the high level
of 10.1 per cent reached in 1960, and most
NOTE.—This article was prepared by Theodore A.
Veenstra, Jr., of the Board's Division of Bank
Operations.
ratios of capital to deposits and assets were
above year-earlier levels.
FACTORS IN HIGHER NET INCOME
[In millions of dollars]
Item
Increase in net income, total
Factors increasing net income, total
Increase in operating revenue from earning assets...
On loans
On U. S. Government securities
On other securities
Nonoperating transactions
Decrease in net losses on securities
1
Increase in profits on sale of securities
Decrease in net losses on loans *•
Increase in miscellaneous recoveries
Factors decreasing net income, total
Increase in operating expense
Decrease in miscellaneous operating revenue
Increase in provision for taxes on net income
Nonoperating transactions
Larger net increase in valuation reserves on loans.
Larger net increase in valuation reserves on
securities






















1 Includes recoveries credited and losses charged to undivided
profits or to valuation reserves.
NOTE.—Details may not add to totals because of rounding.
EARNING ASSETS
AND OPERATING REVENUES
At the end of 1961 member banks held
$180 billion of earning assets, $14 billion
more than at the end of 1960. Loans out-
standing rose by $6.3 billion during the
year, holdings of U. S. Government securi-
ties by $5.0 billion, and holdings of other
securities by $2.7 billion. However, most of
the increase in loans and in other securities
took place in the second half of the year and
therefore was not fully reflected in the in-
crease in average holdings.
Holdings of all types of loans increased,
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but all of the expansion in holdings of U. S.
Government securities occurred in Treasury
bills and notes; holdings of bonds declined.
Member banks reduced their investments in
U. S. Government bonds in all maturity
classifications, but the largest reduction was
in the group maturing in less than 5 years.
Among other securities, State and local
issues increased by $2.6 billion, or 18 per
cent, and accounted for almost all of the
increase in this category.
The ratio of average total capital accounts
to so-called risk assets—that is, total assets
less Government securities and cash assets
—rose in 1961 due to the increase in aver-
age holdings of U. S. Government securities.
In most recent years this ratio has declined
with the relatively larger growth of loans in
member bank portfolios.
Larger average holdings of earning as-
sets resulted in increased revenue in 1961
even though interest rates had declined
during a large part of 1960 and 1961. The
modest growth in earnings on loans resulted
entirely from larger average holdings, as the
average rate of return declined from 5.92 to
5.84 per cent.
Earnings on U. S. Government securities
rose by $123 million, or about 9 per cent,
over the 1960 total. This rise also reflected
the larger average holdings, as the average
rate of return on these issues declined from
3.14 to 3.05 per cent. Similarly, an increase
of $46 million in earnings on other securities
MEMBER BANK INCOME, 1950-61
[Dollar amounts in millions]
Item 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961
Revenue
On U. S. Government securities.
On other securities
On loans





Officer and employee benefits.



























































































271 306 365 425 494
Net current earnings before income taxes.
Net of profits and recoveries (+), losses
and charge-offs, and changes in valua-
tion reserves











Net income before related taxes.
Taxes on net income
Net income




























































































































































Ratio of net income to average total
capital accounts (per cent)
 4. 8.3 7.6 7.9 7.9 9.4 7.9 7.8 8.4 9.7 7.9 10.1
Number of banks at end of year 6,873 6,840 6,798 6,743 6,660 6,543 6,462 6,393 6,312 6,233 6,174
9.6
6,113
1 See technical notes at end of this article for description of re-
classification of expenses.
2 Includes recoveries credited and losses charged either to un-
divided profits or to valuation reserves and excludes transfers to and
from valuation reserves.
3 Includes interest on capital notes and debentures.
4 Some ratios for previous years have been revised slightly as a
result of a change in the basis of calculating average total capital
accounts. See note on page 648.
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was due to larger average holdings; the
average rate of return on this group—2.91
per cent—was unchanged from 1960.
CHANGES IN MEMBER BANK LOANS AND
INVESTMENTS, 1961
[Dollar amounts in millions]
Item




For purchasing and carrying
To financial institutions
Real estate
Other loans to individuals
All other
U. S. Government securities



























































1 Totals are net (after deduction of valuation reserves); individual
loan items are gross and do not add to totals.
2 Includes small amount of guaranteed obligations.
Gross operating revenues of member
banks for 1961 were $9,217 million. This
was $289 million, or about 3 per cent, more
than in 1960.
EXPENSES
Total expenses of member banks, at $6,074
million, were $419 million, or about 7 per
cent, larger in 1961 than a year earlier.
Because of a revision in reporting proce-
dures, the breakdown of expenses reported
by these banks in 1961 is not directly com-
parable with that for 1960; this revision is
discussed in the technical notes at the end of
this article.
Interest expense on time and savings de-
posits continued to rise sharply. In 1961 it
absorbed $1,720 million, or nearly 19 per
cent, of current operating revenues. This was
$286 million more than in 1960 and ac-
counted for more than two-thirds of the in-
crease in total expenses for the year.
Average holdings of these interest-bearing
deposits in member banks rose by $8 billion,
or nearly 15 per cent, over the 1960 average.
This was the largest increase—in both dollar
and percentage terms—for any recent year.
On the average, holdings of these deposits
represented nearly one-third of total deposits
of member banks during 1961. The average
rate of interest paid rose from 2.61 to 2.73
per cent, a point which probably approaches
the effective limits set by the maximum rates
permissible during 1961.
Although salaries and wages of officers
and employees were reported on different
bases in 1960 and 1961, it is apparent that
both the number and the average compensa-
tion of the group continued to rise. As a pro-
portion of the total expenses, however, these
costs were about the same as in 1960.
One of the new categories reported in
1961 segregated expenses for the provision
of fringe benefits to officers and employees.
This item includes such costs to the banks
as premiums on hospitalization and life in-
surance, unemployment and social security
taxes paid, and current contributions to
pension funds. It is broken down between
payments for those working on banking
operations and for those assigned to main-
tenance of bank premises. For officers and
employees working on banking operations
these costs amounted to $331 million; this
was 14 per cent of the amount of direct
compensation paid in wages, salaries, and
bonuses.
Another new category is expenses of oc-
cupancy of bank premises, which includes
wages, salaries, and fringe benefits of offi-
cers and employees involved in the mainte-
nance of bank premises; rents paid; depre-
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ciation; and repairs. These housekeeping
expenses, net of rents received, amounted to
$424 million and accounted for 7 per cent
of total expenses. Furniture and equipment
expense is another category not previously
segregated; these costs, including deprecia-
tion, servicing, repairs, uncapitalized costs,
and rents paid for furniture and equipment,
were $180 million.
PROFITS, RECOVERIES, LOSSES, AND
TRANSFERS TO VALUATION RESERVES
Nonoperating transactions reduced net in-
come by $181 million in 1961. However,
this reduction was considerably less than in
most recent years. Member banks have
shown a net gain from these transactions in
only three postwar years—1946, 1954, and
1958—when profits on sales of securities
more than offset other transactions on loans
and securities, which tend to reduce net in-
come. Although such profits were substan-
tial in 1961, they were not large enough to
offset losses on other nonoperating trans-
actions.
Transactions in securities resulted in a
$229 million increase in net income in 1961
compared with an increase of $8 million in
1960. Profits on sales of securities, at $402
million, were larger than in any other post-
war year except 1958. Losses and charge-
offs on securities were down sharply from
1960 and were also substantially below the
average for recent years.
Transactions in loans reduced net income
by $381 million in 1961 compared with
$326 million in 1960; this was the largest
"net loss" reported on these transactions in
recent years. Losses and charge-offs on all
other bank assets reduced net income by
$29 million, about the same as in other
recent years.
The foregoing summary of the over-all
results of nonoperating transactions in loans
and securities includes the effect of trans-
actions in valuation reserves. Member banks
increased their valuation reserves on loans
by $224 million in 1961. This was more
than in most recent years although such re-
serves have expanded in each year since
1948, when banks first began to report
them. Valuation reserves on securities were
augmented by $123 million. These reserves
are generally increased in years of substan-
tial net profits on the sale of securities and
are reduced when net losses occur.
INCOME TAXES
Reflecting the slight increase, $33 million,
in net income before related taxes, member
banks increased their provisions for State
and Federal taxes by $10 million in 1961.
The total provided for this purpose, $1,250
million, represented 42 per cent of income
before taxes, about the same as in 1960.
CASH DIVIDENDS
Cash dividends declared in 1961 amounted
to $793 million, $58 million more than in
1960. This was 46 per cent of net income
after related taxes compared with 44 per
cent in the previous year; the ratio of cash
dividends to average total capital accounts
remained at 4.4 per cent. Banks retained
$919 million of their earnings, $35 million
less than in 1960. Retained earnings ac-
counted for three-fourths of the increase in
total capital accounts during 1961.
Revenues, expenses, and income by re-
serve classifications of member banks for
1960 and 1961 are shown in the accom-
panying table. Detailed figures on earnings
and related items appear on pages 644-51.
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MEMBER BANK INCOME, BY CLASS OF BANK, 1961 AND 1960






















Officer and employee benefits.
Interest on time deposits
Net occupancy expense
All other
Net current earnings before income taxes
Net of profits and recoveries (+),• losses and charge-offs,
and changes in valuation reserves






Net increase (or decrease, +) in valuation reserves:
On securities
On loans
Net income before related taxes.
Taxes on net income
Net income
Cash dividends declared 3
Ratios (per cent):
 4
Net current earnings before income taxes to—
Average total capital accounts
Average total assets
Net income to-



























































































































































































































































1 See technical notes below for description of reclassification of
expenses.
2 Includes recoveries credited and losses charged either to undivided
profits or to valuation reserves and excludes transfers to and from
valuation reserves.
3 Includes interest on capital notes and debentures.
4 Some ratios for 1960 have been revised slightly as a result of a
change in the basis of calculating average asset and liability items.
See note on page 648.
TECHNICAL NOTES
In order to provide more useful measures
of banking expenses in several areas of grow-
ing importance, the form used by banks
in reporting these data has been revised.
Final revisions were made only after the
proposals had been discussed with a com-
mittee of bankers and after respondents had
commented on a preliminary form used in
reporting these expenses for the first half
of 1961. All reports for the full year 1961
were on the new form.
The new form shows the following items
previously not available separately. In recent
years each has become a relatively larger
part of total bank expenses.
(1) Cost of supplementary and fringe
benefits to officers and employees.
(2) Bank premise occupancy expense,
with a supporting schedule.
(3) Furniture and equipment expense
(includes costs related to the pur-
chase or rental of automated elec-
tronic data processing systems).
Two expense items previously included in
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member bank reports and shown in summary
tables are no longer reported separately:
(1) Taxes other than on net income.
(2) Recurring depreciation on banking
house and furniture and fixtures.
It is felt that the revised form represents
a substantial improvement and a more logi-
cal breakdown of expenses; also, that it will
be more useful to bank management, super-
visory authorities, and others for analytical
purposes.
The accompanying tabulation shows the
detail of bank occupancy expense as re-
ported by member banks for the year 1961:
In millions
of dollars
Salaries and wages of building officers and
employees 72
Building officer and employee benefits . . 9
Recurring depreciation on bank premises
and leasehold improvements 95
Maintenance, repairs, and uncapitalized
alteration costs of bank premises and
leasehold improvements 64
Insurance, utilities (heat, light, and water),
etc. ... 90
Rents paid on bank premises 141
Taxes on bank premises and leasehold
improvements 79
Gross occupancy expense ... 549
Less: Rental income and other credits. 126
Net occupancy expense 424
CHANGES IN CLASSIFICATION OF BANK EXPENSES
Type of item Previous reporting procedure Present reporting procedure
Type of expense paid or accrued during report
period:
Salaries and wages (including bonuses and
other extra compensation) of officers and
employees working on bank building or
related housekeeping functions
Taxes related to salaries and wages paid by
the bank on its own account, e.g., social
security and unemployment taxes, etc.
Other expenses of employee benefits except
taxes and direct compensation paid by the
bank, e.g., hospitalization and life insurance
premiums, pension contributions, cost of
medical services, net cost of restaurant, etc.
Recurring depreciation on bank premises and
leasehold improvements
Recurring depreciation on furniture and]
equipment
Other furniture and equipment expense, e.g.,
servicing, maintenance, rentals paid, un-
capitalized costs, etc.
Rent paid on bank premises
Maintenance, repairs, and uncapitalized altera-
tion costs of bank premises and leasehold
improvements
Insurance, utilities (heat, light, water), etc.
Taxes on bank premises and leasehold
improvements
Taxes other than those related to officers and
employees and to furniture and equipment
or bank premises and leasehold improve-
ments, e.g., franchise taxes and taxes on
other real estate
Current operating revenue item reclassified as
offset to expenses:
Rental income from bank premises and other
credits such as income from bank premises
affiliate
Combined with salaries and wages of other
bank officers and employees
Included in taxes other than income
Included in other current operating expenses
All recurring depreciation combined in a sep-
arate item
Included in other current operating expense
Included in taxes other than income
Included in other current operating earnings
Reported as separate item under occupancy
expense
Included in the new expense items, officer
and employee benefits; such expenses re-
lated to building officers and employees
are shown separately under occupancy
expense
Reported as separate item under occupancy
expense
Included in the new item, furniture and
equipment expense
Reported as separate items under occupancy
expense
Included in other current operating expenses
Deducted from gross occupancy expense to
derive net occupancy expense
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